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REPLY COMMENTS OF THE NINEX TELEPHONE COMPANIES

New England Telephone and Telegraph Company and New

York Telephone Company (the NYNEX Telephone Companies or NTCs)

submit these Reply Comments particularly to the Comments filed

September 11) 1992) by the General Services Administration

(GSA) in the above-captioned proceeding. This proceeding)

according to the Commission's Notice Of Proposed Ru1emaking And

Order released July 14, 1992 (FCC 92-256») concerns

"fundamental reform of [the FCC's] rate of return

represcription and enforcement processes."l

GSA asserts that the FCC should expeditously initiate

a proceeding to represcribe a rate of return to be reflected by

all LECs in April 1, 1993, interstate access tariff

filings. 2 GSA's position lacks merit and should be rejected.
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In the LEC Price Cap Order3 the Commission held:

"In order to provide a reasonable period in which to
review the operation of the price cap plan, we
anticipate continuing the earnings levels in the
backstop at the levels adopted here, for at least the
initial four years price cap perio~, absent a
compelling reason to adjust them."

It should be emphasized that the Commission prescribed the LEC

price cap plan as an integrated package in which the backstop

earnings levels are inextricably linked with the other

components such as the productivity offset. 5 For example,

the Commission observed:

"Individual LECs may experience significant variations
from the industry productivity norm, not because of
their own foresight and efforts but as a result of
regional economic booms or recessions, among other
factors. These possible sources of errors in the
productivity offset support the adoption of a backstop
program (at least until we acquire additional
experience with LEC price caps), to adjust rates in
the event that such unanticipated errors in the price
cap formula occur.,,6

In this light. the Commission wisely expressed a strong

preference to retain the LEC price cap package intact for at

least the initial four years in order to be able to effectively

study the initial experience without distortions from midstream

changes to particular elements of the package. To change any

3

4

5

6

Policy And Rules Concernin& Rates For Dominant Carriers.
CC Docket No. 87-313, Second Report And Order released
October 4, 1990, 5 FCC Rcd 6786.

rd. at para. 129. Those backstop earnings levels
(associated with a 3.3% productivity offset) entail a
10.25% lower formula adjustment mark, a no sharing zone of
11.25% - 12.25%, a 50-50 sharing zone of 12.25% - 16.25%,
and 100% sharing above 16.25%. rd. at paras. 123-27.

~, ~. id. at paras. 20, 120-121. 135.

!d. at para. 120.
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elements of the price cap package, such as the backstop

earnings levels, would require full notice and comment by price

cap LECs and consideration of the entire package. GSA simply

has provided no compelling reason to prematurely launch into

such an inquiry, especially where the Commission has observed

that its prescribed rate of return "is a point within a broad

zone of reasonableness.,,7

Moreover, the Commission clearly indicated that the

NPRM and its reform proposals apply just to rate of return LECs

and not to price cap LECs. 8 Thus, for example, the

Commission stated that "any future represcription would not

affect the sharing zones for price cap LECs.,,9 Accordingly,

GSA's Comments are outside the scope of this proceeding and

should be dismissed.

The NTCs would like to take this opportunity to

support USTA's Comments in this proceeding and highlight

several points. First, we commend the Commission's proposal to

continue to prescribe a unitary, overall rate of return. lO

Second, the FCC should not close the door in advance

to the types of methodologies or data parties can submit to

determine cost of equity.

7 L.&....-, NPRM at para. 97.

8 !.d. at paras. 2, 16, 91, 95, N. 92.

9 !d. at N. 92.

10 !d. at para. 18.
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Third, for the triggering of rate of return

represcription proceedings, we support a semi-automatic,

reasonable mechanism not wed to the calendar.

Fourth, notwithstanding certain Comments,ll the

Commission should not use Regional Holding Company (RHC) data

as a surrogate to determine interstate access cost of capital.

Given RHC diversification into businesses disparate from

interstate access, Operating Telephone Company data offer a

much better surrogate.

Fifth, the NTCs of course will continue to cooperate

in furnishing data the Commission needs for its regulatory

purposes. To the extent price cap LEC data may be relevant in

rate of return represcriptions, it would seem efficient for the

Commission to first draw upon commercially available or

already-filed public data (~, ARMIS and Form M reports).

Finally, the NTCs oppose rate of return enforcement

approaches that go beyond the Commission's Section 20412

powers or do not provide symmetrical treatment of underearnings.

11 Frederick &Warinner; Fred Williamson &Associates.

12 Communications Act, 47 U.S.C. Section 204.
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In conclusion, the Commission should reject GSA·s

requo3t to institute a proceQdin~ to reset price cap LEes'

backstop earnings levels, and should adopt the positions

e%pressed herein and by USTA.

Respectfully submitte4 1

New England Telephone and
Telegraph Company

an"
New York Telephone Company

~~.~
Mary McDermott
Campbell L. Ayl1ng

120 Bloom1ngdale Roao
White Plains l H.Y. 10605
'14/64"-5245

Dated: Octobar 13. 1992
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